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LETTER OF TRANSMITTAL 


DECEMBER 31, 1956. 


To Members of the Antitrust Subcommittee of the Committee on the 
Judiciary: 

The administration of the antitrust laws in regulated industries, 
which has been the subject of extended hearings and study by the 
subcommittee during the present session, involves problems analogous 
to those encountered in the exploitation of patents. In each case it is 
necessary to separate the limited antitrust exemptions authorized by 
Congress from impermissible monopolistic practices. For this reason, 
and also because there has been public criticism of the manner in 
which the courts have marked off the respective areas of patent pro- 
tection and antitrust prohibition, I have requested the staff of the 
subcommittee to prepare a report on the nature of the antitrust prob- 
lems that arise in the exploitation of patents and the manner in which 
the courts have resolved those problems. 

I hope that you will find the report interesting and informative. 
It is understood that any conclusions contained in the staff’s report do 
not necessarily embody the views of the subcommittee or any of its 


members. 


Chairman. 
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ANTITRUST PROBLEMS IN THE EXPLOITATION 
OF PATENTS 





I. InrTRopvucTION 


The Antitrust Subcommittee of the House Committee on the Judi- 
ciary has been engaged in extensive hearings and investigation of the 
manner in which regulatory agencies of the Federal Government are 
accommodating the protective policies of their respective statutes to 
the broad competitive dictates of the antitrust laws. Time and the 
resources of the subcommittee did not permit a comparable full-scale 
investigation of the patent-antitrust field, but the subcommittee 
believes that its current study of the interplay of the legislative policies 
of protection and of competition should provide a summary survey 
of the manner in which the antitrust laws are being applied in situations 
involving the commercial exploitation of patents. 

First, there is a clear and close analogy between the two areas of 
inquiry. Industry regulation seems superficially to authorize mo- 
nopoly and negate competition; the monopolistic patent grant seems 
at first blush to exempt the exploitation of inventions from antitrust 
enforcement. On closer scrutiny, however, industry regulation is 
shown to require a delicate adjustment of coexistent public policies, 
and the exclusive patent grant is seen to have its sole justification in 
the public interest in stimulating inventive initiative, and thereby 
extending rather than curtailing competition, so that its commercial 
exploitation must conform to the policies of the antitrust laws. 

cond, the subject is highly controversial and the manner in which 
the courts have marked off the respective areas of patent protection 
and antitrust prohibition has not been free from criticism. The sub- 
committee notes the alarm which has found recent expression in some 
quarters concerning the alleged destructive effect upon the patent 
system of the judicial trend in so-called patent-antitrust cases. For 
example, a distinguished attorney has publicly stated that: 

* * * The judicial assaults on the patent system in the late thirties and 
forties are reminiscent of the hurricanes that pounded the eastern seaboard early 
last fall * * * by injecting into the general patent law antitrust principles in 
the guise of unclean hands, by expanding the concept of patent misuse, by elimi- 
nating the estoppel between patentee and licensee where the licensing agreement 
contains a pene ee. stipulation, by invalidating customary license restrictions, 


and by obliterating the remedy of contributory yg easy the courts effected 
radical changes in doctrine, leaving this branch of the law in a state of turmoil. 


Another distinguished patent practitioner purports to discern an anti- 
patent movement, declaring that: 

ice the last 30 years an antipatent movement has developed in the United 
States. It is clearly depicted in events that have occurred in all three branches 


of the Government, and never more noticeably than in several legal decisions 
and legislative proposals that have been made in recent months. Principally by 


1 Antitrust Bulletin, vol. 1, No. 3, June 1955, p. 157. 
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means of the antitrust laws, which were not originally intended for this purpose, 
our patent system is being deliberately emasculated. Large corporations have, 
in effect, been put on notice that their research laboratories can be raided.? 
This commentator would make “patents wholly exempt from the 
antitrust laws,’’ and would restrict defenses in patent nfrmgement 
suits solely to ‘traditional questions of validity and infringement.” * 
These grave assertions bear directly upon an important area of the 
subcommittee’s interest. 

The subcommittee has accordingly directed the preparation of the 
present report on the nature of the antitrust problems that arise in 
the exploitation of patents and on the trend of the judicial solutions 
of those problems. The report briefly describes the patent system, 
its relation to the antitrust laws, the kinds of transactions involving 
patents which have given rise to antitrust questions, and the criteria, 
principles and remedies which the courts have brought to bear on the 
solution of those questions. 


Il. Tue Patent System 


The common law recognized no property right in an invention: 
Anyone had the right to make anything he had the strength or 
ingenuity to contrive, and to use or sell anything he owned. Short of 
outright theft or palming off, nothing in the common law prevented 
the copying of another’s design or invention. Thus, the maker of a 
better mousetrap might see his competitor copy it detail for detail; 
there was no remedy at law. The sole recourse of the inventor who 
wished to protect his invention was to attempt to practice it in secret. 

The practice of the British Crown, of seeking to promote the useful 
arts by giving inventors for a limited time the exclusive right to use 
their own inventions, found root in England in time to be engrafted 
in the American Constitution which empowers Congress to grant 
patents. As a consequence, Federal patent uighaten have been in 
effect in this country continuously since 1790.° cn ps ay iad the 
peunery purpose of the patent system is not to enrich the inventor, 

ut to promote technology by the disclosure of the invention and by 
affording some protection to risk capital to be used in its exploitation. 
To these ends, the grant of a patent gives the patentee, for a 17-year 
term, the “right to exclude others from making, using or selling the 
invention throughout the United States.’ It gives no more than 
this right to exclude others; such rights as the right to practice his 
invention are derived by the patentee from the common law.’ 

To be patentable, the invention must be ‘‘a new and useful process, 
machine, manufacture, or composition of matter or any new and useful 
improvement thereof.” ® In a sense, the patent is the explicit em- 
bodiment of the invention in a legal document containing a “specifi- 
cation’”’ or description of the invention in “full, clear, concise and 
exact terms,” and claiming the novel or invented feature ‘ ‘particularly”’ 


4 Business Review, vol. 34, No. 3, May-June 1956, p. 21, 
at p. 32. 
‘ a I, sec. 8: ‘The © ess shall have Power * * * To promote the Pr oan of Science and useful 
imes to Authors and Inventors the exclusive Right to their respective Writ- 


As codified in 1952, the a -— appear in 35 U.S. C., secs. 1-293. 
See Kendall v. Winsor, 21 How. 322, 327-329 (U.S. 1858). 


35 U.S. C., sec. 154 st (1053) 
Petterson v. Kentucky, o7 Ds. 8. 601 (1878). 
35 U.S. C., sec. 101 (1952). 
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and “distinctly”. Satisfaction of these requirements is critical, for 
courts will not broaden a limited claim and failure of the specification 
or of the claim to include all the essential features of the invention will 
invalidate the patent." Everything that is not claimed is dedicated 
to the public.” 

In appraising the four different types of patentable invention recog- 
nized by the Patent Act (processes, machines, manufactures, and com- 
positions of matter), the courts tend to use a slightly different 
grouping: they speak of (1) article or product coverage, (2) combina- 
tion (including machine) coverage, and (3) process cov e. In 
illustration of the basic proposition that a patent protects only such 
activity as is within the precise coverage of its claim, it may be well 
to cull from the litigated cases an elementary example of each such 
type of patent coverage. 

roduct patents, so called, define and cover articles or products 
themselves, irrespective of the process by which, or the machine 
on which, the article or product is made. A typical product patent 
- was that on cemented tungsten carbide, claimed in the Carboloy case.” 
If valid, this patent gave the owner the right to exclude others from 
making, using, or se ing the cemented carbide. It was, of course, 
insufficient to protect the patent owner in fixing the price of steel 
tools tipped with the cemented carbide, thus extending his control 
to the steel tool shank which was not covered by the patent. 

Combination claims (including machine claims) cover the relation 

or connection of a group of elements in a particular way; they do not 
cover the elements independent of their combination. In his dissent- 
ing opinion in Mercoid Corp. v. Mid-Continent Investment Co., Mr. 
Justice Jackson described the combination patent there involved as 
covering: 
a combination—a system—a sequence—which is said to be new, although every 
element and factor in it is old and unpatentable. Thus we have an abstract right 
in an abstruse relationship between things in which individually there is no right.“ 
A simple form of combination claim was found in the Lecithin case," 
calling for the inclusion of a small amount of lecithin in a chocolate 
mass to prevent greying. This patent, though giving the owner the 
right to exclusive manufacture, use, and sale of the two elements in 
combination, gave it no right whatever to control either chocolate 
or lecithin alone. Attempts to control the sale of lecithin were held 
to be illegal. 

Finally, process claims cover specified acts or series of acts or treat- 
ments to produce a result. The process is distinct and separate from 
the machine which performs it and from the product. It follows that 
a process patent gives the owner only the right to exclude others from 
doing the acts. Thus, a process patent for spraying wet concrete with 
a bituminous emulsion to retard curing was held to give the patentee 
no right to control the unpatented bituminous emulsion.” 

10 Td., sec. 112. It is essential that the patent define and claim the invention itself and not a function or 
result of the invention. Description of the crystals of a ten lamp filament as being ‘‘of such size and 
contour as to prevent’’ an undesired consequence rendered the claim invalid on its face in General Electric 
Co. v. Wabash Appliance Corp., 304 U.S. 364 (1938) 

Cleveland Trust Co., 305 U. 8. 


.v. 8 K 
ll Permutit Co. v. Graver Corp., 284 U.S. 52 (1931); Schriber-Schroth Co. v. 
e (1938); Palmolive-Peet Co. v. Lever Bros. Co., 90 F. 2d 178 (7th Cir. 1937); Engler v. General Elec- 


2 Addressograph-Multigraph Corp. v. Staudt, 124 F. 2d 672 (2d Cir. 1942). 


18 United States v. G ic Co., 80 F. supp. 989 (S. D. N. Y. 1948). 
14 Mercoid Corp. v. Mid-Continent Investment Co., 320 U. 8. 661, at 679. 
18 American Lecithin Co, v. Warfield, 105 F. 2d 207 (7th Cir. 1939). 


A 
6 Leitch Mfg. Co. v. Barber Co., 302 U. 8. 458 (1939). 
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These elementary examples serve to emphasize the necessity for 
determining in advance the kind of patent coverage required for the 
effective exploitation of the invention. Once the patent issues, its 
scope is fixed and any plan of exploitation must conform to the limita- 
tions of the patent itself. The patentee’s protection depends on this. 
Exploitation of the invention within the terms of the patent grant 
leaves the patentee in the position to enforce a valid patent against 
infringement. The patent laws recognize that a patent has the at- 
tributes of personal property.’ Attempts to exploit such property, 
by license or other contractual arrangement, to produce more than the 
patent grant provides, bring mto play the general principles of prop- 
erty and contract law, including the antitrust laws where applicable. 


III. RELATIONSHIP OF THE PATENT SysTEM TO THE ANTITRUST Laws 


Enactment in 1890 of the Sherman Antitrust Act, outlawing monop- 
olies, monopolization,"* and combinations in restraint of trade ® pro- 
duced no immediately perceptible effect upon court adjudication of 
cases involving patents. On the contrary, for almost a half century 
the courts continued to treat problems involving division of territory, 
control of resale price, tying in and nonuse, which would today be 
denominated “‘patent-antitrust,’’ as patent questions solely. The few 
cases which reached the Supreme Court were primarily infringement 
or contract suits between private litigants and were often decided on 
their limited facts, the broad economic effects of various patent prac- 
tices going largely unnoticed. Thus, in Motion Picture Patents Co. v. 
Universal Film Mfg. Co. the first Supreme Court decision forbid- 
ding the ‘‘tying’”’ ” of unpatented supplies to the use of a patented 
machine, * the Court found the practice illegal because ‘the patent 
laws furnish no warrant for such a practice.’”” The decisions in general 
offered no comprehensive view of the relative roles of the patent system 
and the antitrust laws in the national economy. 

Considering specific situations apart from their economic conse- 
quences, the courts were prone to uphold restrictions placed upon 
patents on the theory that if a patentee could prevent infringement 
entirely, he could impose any condition he wished in a license. For 
the 27 years elapsing between the passage of the Sherman Act and 
the Motion Picture Patents decision, even “tying’’ contracts were 
held legal and patentees were enabled to control unpatented articles.” 

In this favorable climate, restrictive patent practices multiplied. 
By the 1930’s whole industries were regimented under patent license 
agreements. Such regimentation was not only national in scope but 
was perhaps even more widespread and complete in international 
trade, for many foreign countries not only did not have antitrust laws 
and the American tradition of free enterprise, but actively promoted 
cartelization as an instrument of nationalist economic policy. 

With the increase in restrictive utilization of patents, ingenious coun- 
sel sought ways to overcome the effects of the few decisions which lim- 
ited the patentee’s right to restrict. Circumvention of the law prohib- 


1735 U.S. C., sec. 261 (1952). 

#15 U. 8. C., sec. 2 (1952). 

19 Td., sec. 1. 

» “Tying” is the practice in which a patent holder, as part of the consideration for a license, requires the 
ee ? Se otherwise deal with respect to property not covered by the licensed patent. 

22 E. g., Heaton Peninsular Button-Fastener Co. v. Eureka Specialty Co., 77 Fed. 288 (6th Cir. 1896); Henry 
v. A. B. Dick Co., 224 U. 8.1 (1912). 
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iting manufacturers from fixing the resale price of patented products ™* 
was attempted by securing patent coverage at the retail as well as 
the manufacturing level.“ Restrictive practices were continued after 
the expiration of the patents supporting them.” Licensors and li- 
censees met and collaborated in the imposition of restrictions for the 
benefit of all.” 

When the Temporary National Economic Committee was launched 
in 1937 * to investigate fuctors bearing on the great depression of the 
early thirties, the patent system and patent practices constituted one 
of its major fields of inquiry. This was the first comprehensive in- 
vestigation of the nature and extent of restrictive patent practices 
and their effect on the national economy. It gave rise, directly and 
indirectly, to a large number of antitrust suits brought by the Depart- 
ment of Justice in the late thirties and in the forties. 

By this time the industrial pattern had undergone radical change 
in contrast to its appearance at the turn of the century. Inventions 
were no longer self-contained, complete articles exploited by the in- 
ventor himself with the result that a new industry might be developed, 
but now consisted of narrow improvements on existing devices, or a 
single element in a complicated machine not usable except in connec- 
tion with an existing device. A vast number of patents on these in- 
ventions found their way into the portfolios of corporations, since 
they were the products of technicians working in well-staffed research 
laboratories, and became part of the corporate assets to be exploited 
in the manner that best suited the corporate interest. 

Since the Temporary National Economic Committee investigation, 
not only have numerous cases been decided by the Supreme Court, 
but successive committees of Congress have studied the subject 
and a wealth of articles have been published. Patent questions 
are among the most disputed in the entire field of antitrust. Even 
Supreme Court Justices pepper their opinions with barbed personal 
criticisms of their brother Justices in patent-antitrust cases.” The 
Attorney General’s National Committee To Study the Antitrust Laws 
devoted a chapter of its report to the patent-antitrust problem,” but 
although the report on this subject contained many qualifications, it 
was nevertheless the subject of vigorous dissents. By way of intro- 
duction, the committee states that— 

* * * patent-antitrust matters * * * stem from the impact of the antitrust 
laws upon the utilization and transfer of patent rights which in their inception 
fall squarely within the patent law.” 
Although patent rights indubitably have their inception in the patent 
law, it is error to suppose that the antitrust laws have any impact 
on matters “squarely within” that law or that the courts are re- 
quired to strike a balance between two conflicting policies as each 

2a Se2 Bauer & Cie v. O’ Donnell, 229 U.S. 1 (1913). 
v eat Gee Corp. v. United States, 309 U. 8. 436 (1940); see also United States v. Univis Lens Co., 316 

* In United States v. General Electric Co., 272 U. 8. 476 (1926), the Supreme Court upheld the price fixing 
restriction on the basis of three patents, the last of which expired in 1933. The price-fixing restriction was 
still in effect years later. See United States v. General Electric Co., 82 F. Supp. 753 (D. N. J. 1949). 

% Cf. Interstate Circuit, Inc. v. United States, 306 U.S. 208 (1939); United States v. Masonite Corp., 316 
U. 8. 265 (1942); United States v. U. S. Gypsum Co., 333 U. 8. 287 (1948). 

% Investigation of Concentration of Economic Power, hearings before Tem National Economic 
Committee on Public Resolution 113, pts. 2 and 3 (patents) and pt. 25 (cartels), 75th Cong. 

37 See Mercoid Corp. v. Mid-Continent Investment Co., 320 U. 8. 661 (1944); Mercoid Corp. v. Minneapolis 
Honeywell Regulator Co., 320 U. 8. 680 (1944). 

%8 Report of the Attorney General’s National Committee To Study the Antitrust Laws, ch. V: Patent- 
Antitrust Problems, pp, 223-260. Members of the Attorney General’s committee testified at length in 
1955 before this subcommittee. See Hearings on Current Antitrust Problems, Antitrust Subcommittee, 


House Committee on the Judiciary (84th oe Ist sess.). 
2% Report of the Attorney General’s Nationa Committee To Study the Antitrust Laws, p. 225. 
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patent-antitrust question arises. Analysis of the two bodies of law 
and of the litigated cases indicates the contrary. 

In securing to the patent owner the right to exclude others from 
making, using or selling the patented invention, the patent law gives 
the owner a lawful, limited monpoly,®” no way subject to the antitrust 
laws. On the other hand, contractual arrangements relating to patents 
and patent rights are generally outside the patent law and are tested 
by general law, including the antitrust laws, which prohibit combina- 
tions in restraint of trade. The restraint inherent in a valid patent is 
not the result of combination and is not forbidden. 

It follows from the antitrust prohibition of combinations that a 
patentee acting alone has greater freedom in the exploitation of his 
invention than patentees acting in concert. Accordingly, attention 
will first be given to the antitrust implications of the exploitation of 
patents by a single patentee. 


lV. Parent TRANSACTIONS OF A SOLE PATENTEE 
ACQUISITION, NONUSE, AND ENFORCEMENT 


The acquisition of patents per se is without antitrust significance 
Patents may be acquired by grant from the Government or from 
others as an incident of an employment contract or by purchase or 
in exchange for other patents or licenses. The owner’s intent to 
acquire the lawful, limited monopoly implicit in the nature of a 
patent—even though coupled with an intent not to practice it—are 
immaterial if they do not form part of a plan to abuse the patent 
grant. Thus, the owner may secure patents by grant or assignment 
from employees with the sole intention of thereby protecting his 
existing patents from others or for other legitimate economic reasons 
contemplating nonuse, and may hold them idle, without losing his 
right to enforce his patents * or incurring antitrust liability.” Pur- 
chase for similar purposes, particularly from competitors, may, 
however, be evidence of an intent to monopolize. All these factors 
would, moreover, be relevant and perhaps decisive in situations 
involving the monopolization of patents, for although the ‘‘mere 
accumulation of patents, no matter how many, is not in and of itself 
illegal,” * patents, like any other form of property, are capable of 
being monopolized, and a monopolization of patents is as illegal as 
any other monopoly. Thus, the deliberately planned acts of Vehicular 
Parking, Ltd., in acquiring by purchase and otherwise substantially 
all of the parking meter patents were held to result in an illegal 
monopoly.** So, in Kobe, Inc. v. Dempsey Pump Co.* the court 
found that the acquisition of substantially all the patents on deep- 
well pumps had been for the purpose and with the intent of monop- 
olizing and declared the resulting monopoly illegal. .While instances 

3° Strictly speaking, a patent fails to satisfy the definition of monopoly used by the Supreme Court in 
United States v. Standard Oil Co., 221 U.S. 1 (1911), that (1) the monpolist have the sole right to buy, sell 
or make, and (2) others be deprived of a preexisting right to buy, sellor make. The patent grant gives the 
patentee only the right to exclude others; his own right to practice the invention may be subservient to 
another patent. Moreover, since novelty is a requisite of patentability, the grant does not exclude the public 
from any preexisting right. 

31 Hartford-Empire Co. v. United States, 323 U.S. 386 (1945); Continental Paper Bag Co. v. Eastern Paper 
Bag Co., 210 U. 8. 405 (1908). 

32 Hartford-Empire Co. v. United States, note 31 supra. 

33 Automatic Radio Mfg. Co. v. Hazeltine Research Co., 339 U. 8. 827 (1950). 

34 United States v. Vehicular Parking, Ltd., 54 F. Supp. 828 (D. Del. 1944). 


397 F. Supp. 342 (D. Okla. 1951) affirmed 198 F. 2d 416 (10th Cir. 1952), certiorari denied 344 U. S. 837 
(1952). 
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of the monopolization of patents are relatively rare, monopolization 
is a factor to be considered in any patent acquisition, grantback, 
pooling, or cross-license situation. 

Patent owners must, of course, be free to enforce their patents. 
The usual way of effecting such enforcement is by infringement suit 
seeking injunction of the infringing practice, damages, or both. The 
institution of such a suit is not a violation of the antitrust laws. 
Even malice in bringing such a suit does not produce an antitrust 

violation, though malice may subject the plaintiff to a suit for unfair 
competition.“ If, however, the owner of a combination or process 
patent adopts a plan of enforcement designed to compel users to 
purchase unpatented " plies from the patent owner, the plan violates 
the antitrust laws.” is is nO more = an ap lication of the rule 
that the legality of ae resorted to in pursuit of an unlawful objec- 
tive does not immunize their use in that pursuit. 


LICENSING OF PATENTS-——ROYALTIES AND RESTRICTIONS GENERALLY 


A patentee is free to license the practice of his invention to whom- 
soever he selects.* Although the vast majority of patent-antitrust 
roblems arise when the patent owner seeks to exploit his invention 
be licensing others, many aspects of licensing have little or no antitrust 
significance. Thus the amount and the base for computation of 
royalties reserved in a patent license do not ordinarily involve anti- 
trust problems. The owner of a process patent may lawfully charge a 
royalty based on unpatented supplies used in the process; on the 
licensee’s entire production; “ or on the unpatented input or output 
of the machine or process." He may also exact as compensation for 
the use of his patented invention the assignment to him of patents on 
inventions of the licensee.” The character, rate, and measure of the 
compensation which a patent owner demands are thus regarded 
primarily as a matter of private bargaining and not a matter of 
anticompetitive restraint. 

Royalties and profits do, however, have one effect with possible 
antitrust consequences: once a patentee has received his full reward 
by way of royalty or profit from sales, his right to control the inven- 
tion is exhausted. Here the courts look more to the invention than to 
the specific patent or patents. Thus, in Hthyl Gasoline Corp. v. United 
States (309 U. S. 436 (1940)), the owner held 3 patents, 1 on the ethyl 
fluid, 1 on the compounding of ethyl fluid with gasoline, and 1 on the 
burning of ethyl gasoline in a car. The Court treated the three 
patents as aspects of a single invention, holding that when the Ethyl 
Corp. had derived its full and only profit from the sale of the ethyl 
fluid its rights were exhausted, and it could not impose further restric- 
tions based on its gasoline and use patents. 

Antitrust problems arise when a patent owner grants a license with 
restrictions other than the mere reservation of aroyalty. The legality 

mack v. sane 24 Fed. 46 (C, C., * e. Til. 1888). 

" Teich Mfa. Ci Barber Co., note 1 upra 

38 Hartford-Empire Co. v. United States, 308 U. S. 386, 417 (1945); ered Corp. v. Mid-Continent Invest 
ment Co., 320 U. 8. 661, 666 (1944); United States v. Masonite Corp., 316 U. 8. 265, 277. 

30 Barber Asphalt Co. v. La Fera Grecco Contr. Co., 116 F. 2d 211 (34 Cir. 1940); Pyrene Mfg. Co. v. Urquhart, 
00 F. Supp. 555 (E. D, Pa. 1946). 

# Automatic Radio Mfg. ‘Co, v. Hazeltine Recs pe note 33 supra. 
41 United States v. Standard Oil Co., 283 U. 8, 637 (1947). 


42 Transparent-Wrap Machine Co. v. *Steken eomnith Co., 329 U. S. 637 (1947). 
4 Bauer v. O’ Donnell, 229 U. S. 1 (1913). 
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or illegality of such another restriction will here determine whether the 
patent “ or the license agreement is enforceable, or whether the 
parties are violating the antitrust laws.“ Moreover, when the legality 
of the license restriction depends upon the validity of the patent 
(as in the case of a price-fixing stipulation), estoppel is held to be 
inoperative so that licensees,“ as well as the Government “ are free 
to attack the validity of the patent. 

In attempting to evaluate or predict the legality of a particular 
license restriction, it is well to have in mind the legal nature of the 
a license, which was aptly described in a recent article on patent 
aw: 

* * * just as the grant gives no more than the right to exclude, so a license 
under such a patent is but a waiver of that right to exclude. And as the patent 
gives no positive right to the patentee to make, use, or sell his invention, so a 
license bestows no such positive right on the licensee. Rather it says to him, 
“If you make or use or vend my invention, I will not exercise my statutory right 
to sue you.” *” 

Three useful, but not infallible rules of thumb for determining the 
a of a restriction suggest themselves. The first looks at the 

al remedy which would be available if the restriction were violated. 
If violation of the restriction constitutes infringement of the patent, 
the restriction is probably a lawful exercise of the patent .right. On 
the other hand, if violation of the restriction merely gives rise to an 
action for breach of contract, the legality of the restriction must be 
tested under the antitrust laws as though no patent were involved.” 

The second test examines the restriction itself. If the restriction 
protects or benefits the patentee and relates to his pecuniary reward 
for the patented invention, the restriction is probably lawful, whereas 
if the restriction is for the benefit of the licensee or does not relate 
directly to the patentee’s pecuniary reward, it is likely to be held to 
be an unlawful restraint of trade. In Ethyl Gasoline Corp. v. United 
States (309 U. S. 436 (1940)), the Court observed that the patentee 
had received his full contemplated profit from the invention when the 
full price for the ethyl fluid was received, so that price fixing at the 
veneeent level of selling gasoline bore no relation to the patentee’s 
reward. 

In Interstate Circuit v. United States (306 U. S. 208 (1939)), the 
licensor was not itself engaged in exhibiting films, hence price-fixing 
restrictions on theater admissions in the license were for the benefit of 
the licensees and constituted unlawful restraints, whereas in General 
Talking Pictures Corp. v. Western Electric Co. (304 U.S. 175 (1938) 
and 305 U. S. 124 (1938)), and United States v. General Electrie Co, 
(272 U. S. 476 (1926)), where the restrictions were upheld, the Court 
found that the patentee was deriving its profit from the sale of the 
patented device itself, and that restrictions on the price at which or 

Morton Salt Co. v. G. S. Suppiger Co., 314 U. 8, 488 (1942); B, B. Chemical Co. v. Ellis, 314 U. 8. 495 
(1942); Standard Register Co. v. American Sales Book Co., 148 F, 2d 612 (2d Cir, 1945); U. M.A. v. Burdick 
Equipment Co., 45 F. Supp. 755 (S. D. N. Y. 1942); Miller v. Zaharias, 72 F. § Supp. 29 (E. D. Wis. 1947); 
Sylvania Industrial Corp. v. Visking Corp, 132 4 ote (8th Cir. 1943); Mere Cop, v. Mid-Continent In- 
vestment Co., note 38 supra: L nm Electric Linde Air Products C F, 2d 223 (6th Cir. 1948); 
Stroco P Products, ine v. Mullenbach 67 0, 8. P,Q. 168 (8. D. Calif, 1944), 

ic Co. ee Jefferson Electric Co., 517 0. 8. 173 (1942); Edward Katzinger Co. v. Chicago Metallic 
Myo, SOo. wx U. 8, 304 (1947); MacGregor v. Westinghouse Electric & Mfg. Co., maa 


# Bee e. g., Mercoid Corp. v. Minneapolis-Honeywell Regulator Co., 320 U. 8. 680 


47 Note 45 supra. 
48 United : States ¥. General Electric Co., 82 F. Supp. 753 (D. N. J. 1949; United States v. U. S. Gypsum Co., 


333 U. S. 364 (1948 
49 Wood and Johnson, Patents and the Antitrust Laws, 1950, University of Illinois Law Forum, p. 557. 


5° For example see discussions of restraints on patentee, infra. 








ANTITRUST PROBLEMS IN EXPLOITATION OF PATENTS Q 


field of use for which the licensee could sell were designed to protect 
the licensor’s profit on his own sales. 

The third test for determining the legality of a particular restriction 
examines the relationship of the patent and the restriction to the 
manner in which the patentee is deriving his profits. If those profits 
are derived from unpatented parts or supplies, or if the restriction is 
not directly related to the profits, the legality of the restriction is 
questionable. 

Leading Supreme Court decisions illustrate the applicability of 
this test. Thus in Motion Picture Patents Co. v. Universal Film 
Mfg. Co. (243 U.S. 502 (1917)), Carbide Corp. of America v. American 
Patents Development Co.: (283 U. S. 27 (1931)), Leiteh Mfg. Co. v. 
Barber Co. (302 U.S. 458 (1939)), Morton Salt Co. v. G. S. Suppiger 
Co. (314 U.S. 488 (1942)), and the two Mercoid cases (Mercoid Corp. 
v. Mid-Continent Investment Co. (320 U.S. 661 (1944)) and Mercoid 
Corp. v. Minneapolis-Honeywell Regulator Co. (320 U.S. 680 (1944)), the 
Supreme Court went into detail in pointing out that the patentees’ 
profits were derived from unpatented film, dry ice, emulsion, salt, and 
switches, respectively, and that little or no profit was derived by the 
patentee-licensor from the patented process or combination which 
was the subject of the license. 


RESTRAINTS ON THE PATENTEE 


The patent law does not contemplate the imposition by the patentee 
of restraints upon himself, for its grant is merely of the right to exclude 
others. The infringement test for the validity of restrictions 1s 
applicable here. Certainly a patentee could not sue himself for in- 
fringement, nor could the licensee sue for infringement since the 
licensee has no title to the patent. Violation by the patentee of a 
restriction on himself would constitute a contract breach, and as such 
be subject to the operation of the antitrust laws. Under those laws 
a patentee cannot effectively restrict himself from dealing in devices 
competitive with the patented devices nor fix his own prices by agree- 
ment with a licensee, because the restrictions are contract restrictions, 
not an exercise of the patent right.” 

A patentee may, of course, grant an exclusive license or assign the 
patent itself. In that event his further use of the invention would 
constitute an infringement enjoinable at the instance of the exclusive 
licensee or assignee. A patentee can lawfully agree not to challenge 
the validity of an exclusively licensed or assigned patent and is, in 
fact, estopped to question its validity in the absence of such an agree- 
ment.” Except for restrictions resulting from such an exclusive 
license or assignment, however, restrictions imposed on the patentee 
derive no support from the patent. 


TYING-IN CASES 


The tying-in*technique involves the attempt of a patent owner to 
require his licensee, as a condition of the license, to purchase from 
the owner materials for use with the patented article or as part of the 
patented combination. @&This technique has a long judicial history. 


8 fceC dlough v. Kammerer Corp. 166 F. 2d 759 (9th Cir. 1948). 

8 To the general rule that a patent licensee is not free to contest the validity of the licensed patent 
( Unitei S'ates vy. Harvey Steel Co., 196 U. 8. 310 (1905); Autona'tic Ralio fz. Co., Inc., v. Hazeltine Research, 
Inc., 389 U. S. 827 (1950)), an exception is made when the license inclu jes a price-fixing clause. (Text at 
note 47, supra.) 


83914—57——3 
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Early Supreme ae decisions saw no harm init. In Henry v. A. B. 
Dick Co. (224 U. ), decided in 1912, the Supreme Court approved 
the requirement mr mimeograph paper be purchased from the 
patentee as a condition of the licensing of a patent on a mimeograph 
mechine, and in Leeds & Catlin Co. v. Victor Talking Machine Co. 
(213 U.S. 325), decided in 1909, it permitted the owner of a combina- 
tion patent involving a phonograph and record to require licensee- 
purchasers of the phonograph to use only records furnished by the 
patent owner. 

Although Henry v. Dick was overruled in 1917 in Motion Picture 
Patents Co. v. Universal Film Mfg. Co. (243 U.S. 502), and the Leeds 
& Catlin case was sharply limited in 1931 by Carbice Corp. of America 

American Patents Development Co. (283 U.S. 27), it remained for 
the Mercoid cases, decided in 1944, firmly and finally to establish the 
rule that such restrictions constitute unlawful attempts to extend the 
scope of the patent grant. 

Mercoid Corp. v. Mid-Continent Investment Co. (320 U.S. 661) and 
Mercoid Corp v. Minneapolis-Honeywell Regulator Co. (320 U.S. 680), 
were suits to hold Mercoid as a contributory infringer. In each case 
a combination patent covered a heating-control system. The paten- 
tees sold an unpatented switch which was specially designed to serve 
as part of the patented combination and gave each purchaser of the 
unpatented switches a license to use the patented combination. The 
defendant, Mercoid, sold similar switches, but declined to take 
license. The Supreme Court held that the patentee’s practice was an 
unlawful attempt to control commerce in unpatented switches beyond 
the grant of the combination patent. In the Minneapolis-Honeywell 
case the Court further held that the defendant Mercoid was entitled 
to treble damages from the plaintiff because the attempt to extend 
the combination patent to cover switches constituted a violation of the 
antitrust laws. 

The necessity, in view of the tie-in rule, of making certain that 
one’s business practices conform to one’s patent coverage is high- 
lighted by the fact that this rule is applied not only to express licensing, 
but also whenever a course of business conduct gives rise to a license 
by reasonable implication. This principle is graphically illustrated 
in the leading case of Leiteh Mfg. Co. v. Barber Co. (302 U.S. 458), 
decided in 1939. ‘There the plaintiff, who was engaged in the business 
of selling an unpatented asphalt emulsion, also owned a process patent 
for curing concrete by spraying it with the asphalt emulsion. It sold 
the asphalt without any license or express agreement to road and 
building contractors, who thereby secured an ‘implied license to use 
the patented method for curing concrete. The Court refused to 
entertain a suit for contributory infringement against the defendant 
who had sold unpatented asphalt to a roadbuilder for use in practicing 
the patented process, holding that the plaintiff, by its course of con- 
duct, had extended its process patent in an effort to secure a monopoly 
of the unpatented emulsion. 

Under Mercoid, Barber, and other decisions of the Supreme Court, 
it is now well established that tie-in restrictions, whether express or 
arising by implication from a course of conduct,® and whether the 
restricted article is patented or unpatented,™ are violative of both the 





83 E. g., Leitch Mfg. Co. v. Barber Co., note 16 supra. 
5 Ethyl Gasoline Corp. v. United States, note 23 supra; International Business Machines Corp. v. United 
States, 298 U. S. 131 (1936). 
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—— laws ® and the antitrust laws. The patentee cannot resolve 
iis problem by licensing customers at lower royalties than he charges 
others,” nor has it availed the patentee that his profits on the tied-in 
material provides the only feasible means for receiving a reward for 
his invention.® 

Two important recent decisions of the Court of Appeals for the 
Second Circuit appear to limit the scope of the tie-in rule. In Libbey- 
Owens-Ford Glass Co. v. Sylvania Industrial Corp.,” a process license 
conditioned upon the purchase from the patentee of patented plastic 
was held legal. The distinguishing feature of this case was that the 
separate claims to the process and to the plastic as a product were 
contained in a single patent, a circumstance which impelled the court 
to the conclusion that there was no extension of the patent monopoly. 
Judge Frank dissented vigorously. The Supreme Court denied cer- 
tiorari. In the Ethyl ease," however, the Supreme Court held that 
one patent could not be used to exploit the monopoly of the other. 
Under the doctrine that each claim in a patent is, in effect, a separate 
patent,” the Libbey-Owens-Ford decision conflicts with the rule in 
Ethyl. 

Electric Pipe Line, Inc. v. Fluid Systems, Inc.,* marks a further 
qualification on the tie-in doctrine. Here a single patent con- 
tained method claims and combination claims relating to the heating 
of oil in an oil-burner system. The method claims recited approxi- 
mately a dozen steps and the combination claims approximately a 
dozen elements. Neither the patentee nor the alleged infringer made, 
sold, or installed the complete system. Each sold 3 or 4 unpatented 
elements of the system. The patentee limited its license to installa- 
tions or systems employing unpatented parts purchased from it. The 
plaintiff’s acts alleged as infringement were its sales of unpatented 
parts for embodiment in installations. 

Judge Medina, writing for the court of appeals, held that there 
was no patent misuse and that the plaintiff who had sought a de- 
claratory judgment was guilty of infringement. The opinion states: 

The method of exploiting the * * * patent employed by defendant is different 
from the practice proscribed by the Mercoid decision. Although Fluid does not 
install or manufacture its oil transportation system, it does much more than just 
sell “unpatented components.” Fluid designs the oil transportation system to 
meet the individualized needs of the customer; when necessary it designs and 
modifies the components of the system according to its own specifications; in- 
structions are furnished for installation; the final installation is inspected by F luid; 
and a performance guarantee that the system will work is given. In this case, 
the sale of unpatented components is incidental to the sale of the system as a 
whole, even though Fluid’s revenue is derived from the sale of the components. 
Where the owner of a combination patent designs the installation and guarantees its 
performance, it is not an unreasonable use of the patent to insist that the com- 
ponents of the patented system be obtained from it. See Great Lakes Equipment 
Co. v. Fluid Systems, Inc. (supra at p. 619, 104 U. 8. P. Q. at 45). 

The extent to which the Libby-Owens-Ford and Electric Pipe Line 
cases mark a retreat from the doctrine of the Mercoid case is not clear. 





55 N ote 44 supra. 

56 International Business Machines Corp. v. United States, note 53 supra; Mercoid Corp. vy. Mid-Continent 
Investment Co., note 38 supra; United States v. International Salt Co., 332 U. 8. 392 (1947). 

5? Note 39 supra; Dehydrators, Ltd. v. Petrolite, Ltd., 117 F. 2d 183 (9th Cir. 1941). 

58 B, B. Chemical Co. v. Ellis, note 44 supra; Landis Machinery Co. v. Chaso Tool Co., 141 F, 24 809 (6th 
Cir, 1944); Cf. Pyrene Mfg. Co. v. Urquhart, note 39 supra. 

59 154 F. 2d 814 (2d Cir, 1946). 

60 328 U.S. 859 (1946). 

61 Ethyl Gasoline Corp. v. United States, note 23 supra. 

62 EF. g., Railroad Supply Corp. v. Hart Steel Co., 222 Fed. 261 (7th Cir. 1915). 

63 231 F, 2d 370 (2d Cir. 1956). 
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The latter decision may represent an attempt to distinguish the 
Mercoid facts on the basis that in Electric Pipe Line the patentee 
furnished a wiring diagram and guaranteed the system, while i 
Mercoid the patentee merely sold switches. So viewed, it seems 
questionable. ™* 

In its treatment of tying clauses in patent licenses the majority 
of the Attorney General’s National Committee To Study the Antitrust 
Laws disapproves the trend of the Supreme C ourt’s decisions in this 
area, recommending instead that-— 
where the tying product is patented, the patentee should be permitted to show 
that in the entire factual setting, including the scope of the patent in relation to 
other patented or unpatented products, the patent does not create the market 
power requisite to illegality of the tying clause ™ 
a recommendation apparently based on the premise that ‘a, tying 
clause in a patent contract is like a tying clause in any other con- 
tract.” hough it cannot be gainsaid that all tying clauses have 
pe lh features in common, the committee majority’s premise 
overlooks business and economic realities. Breach of a tying restric- 
tion in a patent license involves the risk of an infringement suit 
and the coercive effect of the mere threat of an infringement suit may 
be enough to prevent the licensee from questioning the tying arrange- 
ment. This form of coercion would not be available in any other 
contract. It is manifest, moreover, as the dissenting members of the 
Attorney General’s committee point out, that— 

a patent which has any validity at all necessarily gives the owner market control 
over that product.” 

Except in cases in which the restraint of trade is clearly de minimis,” 
the courts should continue to apply the Mercoid rule to tying arrange- 
ments, because only then will the patent system be preserved in its 
intended statutory sense. Patentees, licensees, and the public can 
read and determine what a patent “particularly”? points out and 
“distinctly” claims, and so long as each patentee is so limited the 
extent of his monopoly is known to those who would pay or avoid 
paying tribute. Once any patentee is permitted to tie in some other 
product with his lawful patent monopoly the constitutional system 
of securing to inventors a limited monopoly for their inventions 
becomes a delusion. 


CONTRIBUTORY INFRINGEMENT 


Infringement of a patent is a tort. Under tort law, one who 
knowingly aids another to infringe a patent becomes a joint tort 
feasor. This rule presents nothing novel, but certain aspects of the 
Mercoid litigation make it desirable to give the doctrine of contributory 
infringement brief treatment at this point. 

It will be recalled that the Mercoid complaint alleged contributory 
infringement, that is, the defendant Mercoid was not charged wit 
practicing the patented combination but with selling unpatented 
switches for assembly in it. Mr. Justice Douglas, writing for the 
Supreme Court, stated in the course of his opinion that the effect of 





63a The effect on the tie-in doctrine of section 271 of the Patent Code of 1952 (35 U. 8. C. § 271 (1952)) is 
discussed under Contributory Infringement, infra. 

eee of the Attorney General’s National Committee To Study the Antitrust Laws, p. 238, 

65 Thid. 

6 Tbid. 

67 See e. g., B. S. Pearsall Butter Co. v. Federal Trade Commission, 292 Fed. 720 (7th Cir. 1923). 
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the Court’s decision was “‘to limit substantially the doctrine of con- 
tributory infringement.” These words can only mean that the 
doctrine is not available to a patentee who, by misuse of his patent, 
has meen himself beyond the protection of a court of equity. For 
the Mercoid case was obviously decided upon the acts and practices 
of the patentee, not those of the alleged infringer. The patentee’s 
misuse of its combination patent to monopolize the sale of unpatented 
switches was held to preclude relief, a result independent of the 
character of the defendant’s alleged infringement, whether direct or 
contributory. Had the patentees been practicing the invention or 
licensing its practice for a fee there is no reason to suppose that they 
would have been denied relief. 

Courts have correcily held that the Mercoid case did not change the 
law of contributory infringement. Thus, in Florence-Mayo Nuway Co. 
v. Hardy, Judge Peihes: writing for the fourth circuit, stated: 

There is nothing to the contrary in Mercoid Corporation v. Mid-Continent 
Investment Co. (320 U. 8. 661, 64 8. Ct. 268, 88 L. Ed. 376 (60 USPQ 21)). That 
case merely applies the salutary rule that a combination patent may not be used 
to protect an unpatented part from competition. Nothing of that sort is involved 
here. What the defendants are doing is manufacturing and selling machinery 
with the knowledge, purpose and intent that it shall be used in a combination 
which will infringe. Whe case is one where plaintiff is using his patent not to 
monopolize the sale of what is nee Grrenten but to prevent defendants from aiding 


others to infringe what is bpm A clearer case of contributory infringement 
could not well be imagined than that presented by this record.” 


This language was quoted verbatim and approved by Judge Dobie 
in Jordan v. Hemphill Co.” 

Widespread discussion of the Mercoid decisions apparently 
prompted the codification of the contributory infringement rule and 
of certain ostensible limitations on the patent misuse doctrine con- 
ax in section 271 of the 1952 Patent Code™ which reads in part 
as follows: 


(b) Whoever actively induces violation of a patent shall be liable as an infringer. 

(c) Whoever sells a component of a patented machine, manufacture, combina- 
tion or composition, or a material or apparatus for use in practicing a patented 
process, constituting a material part oF the invention, knowing the same to be 
especially made or especially adapted for use in an infringement of such patent 
and not a staple article or commodity of commerce suitable for substantial 
noninfringing use, shall be liable as a contributory infringer. 

(d) No patent owner otherwise entitled to relief for infringement or contribu- 
tory infringement of a patent shall be denied relief or deemed guilty of misuse or 
illegal extension of the patent right by reason of his having done one or more of 
the following: (1) derived revenue from acts which if performed by another without 
his consent would constitute contributory infringement of the patent; (2) licensed 
or authorized another to perform acts which if performed without his consent 
would constitute contributory infringement of the patent; (3) sought to enforce 
his patent rights against infringement or contributory infringement. 


It is still too early to attempt definitive evaluation of these enact- 
ments. With respect to section 271 (b) and (c), the limitation of the 
doctrine of contributory infringement to active inducement or the 
furnishing of components known to be “especially made or especially 
adapted” for infringing use seems a realistic restriction of its applica- 
bility within somewhat narrower bounds than at common law. 

6 320 U. 8. 661 at 669. 
% 168 F. 2d 778, 785 (4th Cir, 1948), 


70 180 F. 2d 457 (4th Cir. 1950) 
1 35 U.S. C., sec. 271 (1952) 
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The report of the Committee on the Judiciary of May 12, 1952,” 
referring to section 271 (d), states: 


* * * the last paragraph of this section provides that one who merely does what 
he has been authorized to do by statute is not guilty of misuse of the patent. 


The language of the subsection is susceptible of the construction 
that Congress wished to admonish the Supreme Court with respect 
to aspects of the Mercoid decision, and some commentators have 
given it that construction. Thus, the majority of the Attorney Gen- 
eral’s National Committee To Study the Antitrust Laws approves the 
provisions of the new enactment, saying: 

At least they are reasonable expressions of congressional intention (a) to codify 
specifically the remedy of contributory infringement and affirmatively to declare 
that within the ambit of the comparatively narrow doctrine so defined the action 
is itself not a misuse; and (b) to cut down the breadth of the all-inclusive applica- 


tions of the patent misuse doctrine stemming from the implications of the 
Mercoid and other cases.” 


On the other hand, several members of the committee: 


agree with the Mercoid decisions, and believe that section 271 of the Patent Code, 
consonant with its legislative history, should be regarded as codifying the law.™* 

At least one recent district court decision (Sola Electric Co. v. 
General Electric Co. (D. C. N. D. Ill, decided June 22, 1956, 111 
The Athy dere 0. 203)) has declared that the new section has changed the 
law as laid down in Mercoid and has held that control, by the owner 
of a system patent, of an unpatented component which is “a material 
part of the invention” and not ‘a staple article or commodity of 
commerce suitable for substantial non-infringing use,’’ though pro- 
scribed by the Mercoid rule, has been immunized from the charge 
of patent misuse by section 271 (d). The authority of this holding 
may be somewhat impaired by the fact that the court had first found 
the patent invalid, hence not infringed. 


PACKAGE LICENSING 


The practice of licensing all or a number of an owner’s patents in a 
package has become widespread. It avoids questions of infringement, 
bookkeeping, and the like.“ More frequently it has been necessitated 
by the complexity to which technology has progressed in a particular 
area. In the case of such an apparently simple device as the incan- 
descent lamp, for example, where the whole art once consisted of a 
single patent, improvements in parts, machinery, and processes had 
resulted, by 1941, in a package of 79 patents relating to the com- 
mercial production of ordinary household lamps. 

These patents differed among themselves in expiration dates, 
validity, and relative breadth. . A license of the entire package might 
include some expired, invalid or weak patents, but it assured a licensee 
of being able to produce. It also, incidentally, estopped him to deny 
the validity of any of the patents in the package. 

Only one rule of general application has been enunciated to govern 
package licensing. In Ethyl Gasoline Corp. v. United States," the 

72H. Rept. No. 1923, to accompany H. R. 7794, 82d Cong., 2d sess. 

mein. = Attorney General’s National Committee to Study the Antitrust Laws, pp. 252-253, 

% The Report of the Attorney General’s National Committee states: ‘‘Packaging is frequently used to 
avoid jreulinenne questions of infringement, complex bookkeeping, the difficulty of determining which 
patents cover the present and future needs of the licensee, cost differences, and similar practical consid- 


erations”’ (R. 239). 
75 309 U. 8. 436 (1940). 
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Supreme Court held that the owner of a group of patents may not 
condition the granting of a license on one or more of them upon the 
acceptance of a license on others or all of the patents. In United 
States v. Paramount Pictures, Inc.," this rule was extended to the 
analogous practice of “block booking” of copyrighted motion pictures. 
Presumably the rule would similarly prohibit grossly discriminatory 
pricing of bedanes to force licensees to accept all in a package or do 
without any. In this connection, the Attorney General’s National 
Committee to Study the Antitrust Laws recommends that a licensor 
not be required to justify his “‘per piece” royalties on a proportional 
basis and that the mere fact that the sum of the “per piece” license 
royalties exceeds the package royalty rate should not of itself be taken 
as a condition that all or no patents be taken unless the ‘‘per piece”’ 
rate is so disproportionate as to amount to a refusal to license less 
than the complete package.” 

This recommendation does not go to the heart of the problem. 
When a group of patents is licensed as a package, it is usually easy 
to arrive at a royalty rate for the entire package, but major difficulties 
present themselves when a licensee, wishing to pick and choose among 
the patents in the package demands an adjustment in the royalty. 

Though detailed discussion of these difficulties is beyond the scope 
of this report, their complexity may briefly be illustrated from data 
contained in the General Electric lamp cases of 1926 " and 1946.” 
In the 1926 case the Supreme Court found that three patents covered 
the entire manufacture of electric lights by the company.” During 
the period covered by the Government’s complaint in the 1946 case, 
this number had increased to 527. If the package royalty charged 
for the package of 527 be assumed to be fair, nevertheless the 3 
original patents may be thought alone to justify the entire royalty, 
since they were indispensable to manufacture of the lamps. Yet the 
remaining patents were not without value since each represented a 
potential lawsuit whose defense, even if successful, might cost between 
$20,000 and $50,000." 

Each of the three basic patents had a different expiration date. 
Assuming each to have been essential to the production of an accept- 
able lamp, the question arises: what was a proper royalty after the 
expiration of the first, of the second, and of the third? Some of the 
patents have demonstrated validity, others were untested or of doubt- 
ful validity. In more complex fields, should a patentee be required 
to license “know-how” while his licensee remains free to challenge 
the pertinent patent, or should a licensee be compelled to admit the 
validity of an invalid patent in order to secure essential “know-how’’? 
If the essential ‘“‘know-how” bridges a group of patents, may a licensee 
insist on receiving the whole body of “know-how” and still pick and 
choose as to the patents? ‘These are some of the unsettled questions 
with respect to the establishment of royalties on patent licenses 
selected from a proffered package. 

In some situations package license pricing problems may be elim- 
inated by the ruling in Automatic Radio Mig. Co., Inc. v. Hazeltine 
Research, Inc., upholding a package license under which royalties 

76 334 U.S. 131 (1948). 

7 Report of the Attorney General’s National Committee To Study the Antitrust Laws, p. 240. 
8. United States v. General Electric Co., 272 U. 8. 476 (1926). 

7° United States v. General Electric Co., 82 F. Supp. 753 (D. C. N. J. 1949). 

80 272 U. 8. 474, 481. 


81 See ao Management Looks at Patents, 37 J. Pat. Off. Soc. 140 (1955) at 144. 
82 339 U. S. 827 (1950). 
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were computed on the licensee’s total sales of products in the field of 
the license, including some not covered by the patente. Moreover, if 
a licensee can be required to pay royalties on his entire output he has 
little incentive for refusing to accept a license of any of the patents in 
the package. 

GRANT-BACK PROVISIONS 


The practice of requiring grant-backs is quite common in patent 
licensing. The patentee, granting a license under a particular patent, 
requires as part of the consideration that the licensee assign or license 
back to the patentee all improvements the licensee may make, In 
Stokes & Smith Co. v. Transparent-Wrap Machine Corp.,™ sg 
Learned Hand thought that grant-backs were condemned by the 
reasoning of the tying-in cases because a grant-back in effect extended 
the scope of the original patent beyond its normal life and might 
even extend its coverage to articles outside the original patent. The 
Supreme Court, in an opinion by Mr. Justice Douglas,“ reversed 
Judge Hand, holding that inasmuch as the patent statute expressl 
provides for assignments ® grant-back provisions are not per se ‘legal. 
It was pointed out, however, that the systematic use of grant-back 
provisions by patentees to promote or maintain a monopoly in the 
industry would be violative of law.** 

Although the legality of grant-back provisions frequently depends 
upon the legality of the complex industrial picture of which they are 
a part, in which the presence or absence of license restrictions, packag- 
ing, and the right of the licensor to sublicense are also relevant, the 
mere presence of a grant-back creates the risk of antitrust problems 
because of its potential expansion of the licensor’s monopoly and its 
potentially adverse effect upon the licensee’s incentive to invent.*” 

Where grant-back provisions operate so as to maintain a preferred 
or monopoly position they are condemned as was done in United States 
v. Aluminum Company of America, where the Aluminum Co. granted 
licenses to both Kaiser and Reynolds with nonexclusive grant-backs 
so that Alcoa could use the patents of all three companies while neither 
of the licensees had the right to use the patents of the other licensee. 
Judge Knox, in the District Court for the Southern District of New 
York, held that this tended to maintain the Aluminum Co.’s dominant 
position and declared the grant-backs improper. 

The usual grant-back case presents almost pure antitrust questions, 
i, e., whether the purpose or effect of the grant-back is to restrain 
trade or monopolize. Patent issues such as validity and scope are 
rarely present. 

RESTRICTIONS ON PRICE 


In Bement v. National Harrow Co. (186 U.S. 70), decided in 1902 
the heyday of the Supreme Court’s “patent-mindedness,” 
a”: approved the action of a patentee m setting the price at 
which his licensee could sell the patented product. Again, in 1926, in 
the landmark case of United States v, General Electric Co. (272 U.S. 


- 156 F, 2d 198 (2d Cir. 1946). 
* Transparent-Wrap Machine Corp. v. Stokes & Smith Co., note 42, supra. 
8 See 35 U. S. C., § 261 (1952). 
* On remand, the Court of AD ls found the particular grant-backs vonmneiie one not Wehte of the 
antitrust laws (Stokes & Smith v. Transparent-Wrap Machine Cor wep. ir. 1947). 
8? See Report of the Attorney Generai’ s National Committee To Study the ina ‘Laws, Pp. 29. 
t91 F, Supp. 333 (D. C. N. Y. 1950). 
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476), the Court upheld the validity of a patent license requiring the 
licensee to sell the patented product at prices fixed by the patentee 
on its own sales. The Court believed this limitation to be 

normally and reasonably adapted to secure pecuniary reward for the patentee’s 
meonopoly.® 

Observing that the price at which the licensee would sell would neces- 
sarily affect the price at which the patentee could sell its own patented 
goods, the Court found it “entirely reasonable” that the license should 
impose a restriction against destruction of the patentee’s profits. 

In United States v. Line Material Oo. (333 U. S. 287), decided in 
1948, the Supreme Court split 4 to 4 on the question whether the 
General Electric decision should be overruled, therefore the latter 
decision still stands. It is doubtful, however, whether the doctrine of 
the decision in any practical sense is still the law.” The courts have so 
sharply restricted its application as to make it unavailable in all but 
an insignificant minority of situations and extremely risky even there. 
Prices may not, for example, be fixed on the basis of process patents,” 
or patents which cover only a part of the product,” or on unpatented 
components of patented combinations.” Prices may not be fixed 
by licensors who are not themselves engaged in the manufacture of 
the patented product.“ And even if all other conditions for lawful 
price fixing are met, the patentee may not fix prices unless such 

ractice bears a direct relation to the patentee’s reward.” Finally, 

ecause price fixing would be unlawful per se in the absence of a 
valid patent, the Supreme Court has held that where a patent license 
includes a price-fixing clause, the doctrine which estops a licensee from 
contesting the validity of the licensed patent,” should not apply.” 
In the face of this invitation to challenge of the patent’s validity, 
and the relatively large proportion of challenged patents held invalid 
by the courts,” a patentee would be courageous to the point of reck- 
lessness to gamble criminal and treble damage liability on the ultimate 
validity of any patent. Questions of policy aside, the General Electric 
doctrine has been aptly described as ‘‘most noteworthy for its lack of 
vitality.” ” 

The majority of the Attorney General’s National Committee To 
Study the Antitrust Laws recommends reaffirmance of the General 
Electric decision, stating: 

We think * * * that in the absence of horizontal agreement among licensees, 
or any plan aimed at or resulting in industrywide price fixing, licenses with price 


89 272 U. 8. 476, 490 (1926). 

It is doubtful whether the very patents involved in the General Electric case would support price fixing 
today, or even whether they would have supported price fixing in 1926 had they been analyzed for the Court. 
Of the 3 patents stipulated as completely covering the manufacture of modern electric lights with tungsten 
filaments, 2 (Just and Hanaman No. 1,018,502 and Coolidge No. 1,082,933) did not cover the lamp at all; 
the third (Langmuir No. Lane Ee) mee for a combination which included all the elements of previous lam ps 
plus an ——— inert gas. This patent, accordingly, would not support price fixing on the solid e 
ments combined in a vacuum lamp, but only on lamps substituting gas for the vacuum. Whether the 
Court appreciated this is open to serious doubt. Almost certainly the present Court would not approve 
price fixing in such circumstances. 

% Barber-Colman Co. v. National Tool Co., 136 F. 2d 339 (6th Cir. 1943); Cummer-Graham Co. v. Straight 
Side Basket Corp., 142 F. 2d 646 (5th Cir. 1944). 

82 United States v. General Electric Co. (carboloy), 80 F. Supp. 989 (S. D. N. Y. 1948). 

% Cf. United States v. U. S. Gypsum Co., 333 U.S. 364, 384—5 (1948); Mercoid Corp. v. Mid-Continent Invest- 
ment Co., 320 U. 8. 661 (1944). 

% United States vy. Vehicular Parking, Ltd., 61 U. 8. P. Q. 113 (D. C. Del. 1944). 

% Ethyl Gasoline . v. United States, note 23 supra: United States vy. Univis Lens Co., note 23 supra. 

% United States v. Ha ° . 8. C..310 (1905); Automatic Radio Mfg. Co., Inc. v. Hazeltine 


Research, Inc., 339 U. 8. (1950) 
% Sola Electric Co. v. Jefferson Electric Co. 317 U. 8. 173 (1942); Edward Katzinger Co. v. Chicago Metallic 
Mfg. Co., 329 U. 8. 394 (1947); MacGregor v. ety gy, Electric & Mi. Co., 329 U. 8. 402 (1947). 
a Bee Review of the American Patent System, 8. Rept. No. 1464, 84th Cong., 2d sess., pursuant to 8. Res. 
pp. 4, 5. 
Wood and Johnson, Patents and the Antitrust Laws, 1950 University of Dlinois Law Forum 544, 562. 
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fixing provisions fall within the orbit of the patent and need not run afoul of the 
antitrust laws. 


Although carefully circumseribed, the quoted passage in effect recom- 
mends revival of a doctrine which is moribund precisely because it is 
basically inconsistent with the national policy against price-fixing 
combinations. As stated by a dissenting member of the committee, it 
has never been shown that this dangerous power must be added to the other 
benefits of a patent in order to provide adequate incentives for invention, dis- 
closure, or licensing. A patentee obtains the exact value of his lawful monopoly 
on the invention when he exacts all the traffic will bear in the way of royalties, 
or by exercising his privilege to be the sole maker or seller. When the patentee 
seeks, in addition to control his licensee’s prices it must be because he fears 
that the advantage which he has in technology is more than overbalanced by his 
competitor’s advantages in plant efficiency, management, labor relations, and 
cost of materials, so that whatever he charges in the way of royalties will still 
leave his competitor in a position to sell for less. But there is no justification 
for depriving the public of the benefits of competition in all these other aspects 
of production and distribution merely because the patentee is entitled to a pro- 
tected price for his inventive contribution * * *,1% 


RESTRICTIONS ON TERRITORY 


Territorial restrictions are the only restrictions which have express 
authorization in the patent laws, which provide’ that a patentee 
may— 


grant and convey an exclusive right * * * to the whole or any specified part of 
the United States. 


Comparable language has always been a part of the patent law. 
The Supreme Court, however, narrowly circumscribed the effect of 
this provision by holding that a licensed sale under a patent exhausts 
the patent right, so that the product may be resold in any part of the 
United States.“ Thus, where a patent relates to products subject 
to national distribution the statutory right is effective only in the 
initial stage of distribution for though the patentee may prevent his 
licensee from making direct sales outside the specified territory, he 
cannot prevent the licensee’s customers from doing so. 

Most patent cases involving territorial restrictions have related to 
international rather than domestic markets. Although it has been 
held that a patentee may grant a license for the United States and 
reserve to himself the exclusive right to export or sell for export,’® 
and although both the patent laws and the tariff laws ' enable the 
owner of a valid United States patent to prevent imports, patents 
whose application is limited to the geographical limits of the United 
States cannot form the legal basis for agreements not to export '” or 
import. 

There is much confusion in this international field. While an in- 
vention is the same the world over, patents on that invention may 


1 Report of the Attorney General’s National Committee To Study the Antitrust Laws, p. 235. 

1% Td. at 235-236. 

102 35 U. 8. C., sec. 261 (1952). 

108 R, S, 4898. 

1% Adams v. Burke, 17 Wall. 453 (U. 8. 1878); Hobbie v. Jennison, 149 U. 8. 355 (1898); Keeler v. Standard 
Folding Bed Co., 157 U. 8. 659 (1895). 

108 Cochrane v. Deener, 94 U. 8. 780 (1876). 

1% See 19 U. S. C., sec. 1337 (1952). 

10? United States v. National Lead Co., 332 U. S. 319 (1947). Cf. Brownell v. Ketcham Wire & Mfg. Co., 
211 F. 2d 121 (9th Cir. 1954). 
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differ from country to country ™ and each patent is effective only 
within the boundaries of the sovereignty which issued it. Inter- 
national restraints—that is, restraints on import and export trade— 
must be judged like any other restraint strictly on the basis of a 
specific patent or patents. 

Logically, only a United States patent can support a restraint on 
United States trade and, in most ‘epemmatiaded arrangements, the 
United States patent is not involved in such a way as to justify a 
nonexport or nonimport agreement. In the simplest case, where a 
United States company owns a United States patent and a British 
patent on the same invention and grants to a British company the ex- 
clusive rights under the British patent, the United States soe would 
not support either an agreement not to export, because that would be 
a patentee imposing restraints on himself,’” nor an agreement by the 
British company not to export to the United States, because the 
United States patent is not the subject of the British company’s 
license, and a license under one patent (British) will not support an 
agreement not to infringe another (United States) .""° 


RESTRICTIONS ON FIELDS OF USE 


In contrast to the decisions enabling the avoidance of territorial 
restrictions by resale elsewhere,'" the Supreme Court has held that 
manufacture of an article for an unlicensed use is an infringing manu- 
facture so that subsequent unlicensed users may be sued as infringers. 
The leading case is General Talking Pictures Corp. v. Western Electric 
Co. (305 U. S. 124), decided in 1938. There the holder of a patent 


on amplifiers licensed manufacture and sale for noncommercial use 
only, reserving the exclusive right to sell the patented amplifiers for 
commercial use. The licensee, a manufacturer of talking-picture 
que for use in theaters, sold amplifiers to the defendant who 
urchased for that purpose and with knowledge of the use restriction. 
n a decision written by Mr. Justice Brandeis, the Supreme Court 
held valid the practice of granting licenses restricted as to use, and 
found the defendant liable as an infringer. Justices Black and Reed 
dissented. 

General Talking Pictures involved a situation where the manu- 
facturing infringer and the using infringer were both fully aware of 
the limitation, and the facts indicate that the user induced the licensed 
manufacturer to violate the license. The Supreme Court refused to 
rule on the effect of notices attached to the patented product, but the 
language of the decision seems to indicate that use limitations can be 
imposed on products in the hands of purchasers. 

No logical distinction between a use limitation and a territorial 
limitation suggests itself, and it is difficult to reconcile the General 
Talking Pictures case with Adams v. Burke.” It has been suggested 
that the first sale exhausts the patent right “‘only in the absence of a 
valid limitation,’’'* but this begs the questions whether a patentee 

1% Therapeutic compounds constitute a startling example of this phenomenon. A new chemical com 
pound which reduces blood pressure may be patented as a product in the United States, regardless of the 
process by which it is produced. In France it is patentable only for uses other than therapeutic. In Ger- 
many it is not patentable at all as a a but the process of production may be patented. In Britain 

be patented, but only when made by a specific process. 
. Kammerer, note 50 supra. 

110 Pope v. Gormully, 144 U. S. 224 (1892). 

111 Note 108, supra 


pra. 
112 17 Wall. 453 (U. S. 1873). 
118 Wood and Johnson, op. cit. at 554. 
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- — attach any limitation to a product which he or his licensee 
as SO 

In cases where a manufacturer sells a patented article which is 
suitable for several uses and holds a second patent on a particular 
use (such as a process patent utilizing the patented article, or a 
patent on a senaihaniians of which the patented article forms a part) 
the manufacturer could undoubtedly sell the article and withhold a 
license for the patented use. In such case, however, the valid use 
restriction would result from a use patent, not from a product patent 
on the article. 


RESTRICTIONS AS TO QUANTITY OR TIME 


Time and quantity restrictions in a patent license are generally 
anoljectionall to the extent that they merely set limits on the scope 
of the waiver that the license constitutes. Activities beyond such 
time or quantity limits are simple infringement. Thus, a license to 
make 1 machine gives no right to make 2 and a license ‘to practice a 
process for 1 year, or until the occurrence of a specified event, gives 
no right to practice it a second year, or after the occurrence." 

When, however, such time and quantity limitations are part of a 
larger plan their velidhiy sapere on the lawfulness of the plan, Thus 
quensty limitations which become quatns to limit competition are 

egal,"> and time limitations which are part of a monopolistic 
scheme violate the antitrust laws.'® 


RESTRICTIONS ON RESALE 


As early as 1913, as a corollary of the doctrine that authorized sale 
of patented articles exhausts the patentee’s and his licensee’s control 
over them and ends the monopoly of the patent, the Supreme Court 
prohibited the fixing of the resale price on patented articles."” The 
same rule has been applied to end the effectiveness of territorial 
restrictions in licenses or assignments, insofar as a purchaser’s resale 
is concerned "* and to restrictions as to a purchaser’s choice of cus- 
tomers."* Only use restrictions appear to be immune to this broad 
rule.” 

MULTIPLE LICENSEES 





Multiple licenses differ mpaeeeny from a license to a single licensee 


in their potential restraint of trade because the restrictions imposed by 
them affect two distinct areas of competition—that between the 
licensor and each licensee and also that existing among the licensees 
themselves. 

The Attorney General’s National Committee To Study the Anti- 
trust Laws apparently approves price fixing in multiple as well as 
simple licenses, except in cases of outright collaboration among the 
licensees. It states: 


In general, a patent license, valid when standing alone, does not become invalid 


because other licenses are granted. Illegality would attach only to a finding 
equivalent to a conspiracy among the licensees,}*! 





ii4 Williams v. Hughes Tool Co., 186 F. 2d 278 a Gem @ ys pao. 

115 American Equipment Co. v. Tuthill Bldg. Mi , 69 F. 2d 406 (7th Cir. 1934). 

116 Cf, United States v. Pullman Co., 50 F, Supp. es. (D. “C. Pa, 1943), 

= vs. & Che. v. O'Donnell, 220 U. 8. 1 (1913). 

1 su 

119 United ‘States v. Bausch & Lomb Optical Co., 321 U. 8. 707 (1944). 

1” P, 19, supra. 

121 Report of the Attorney General’s National Committee To Study the Antitrust Laws, p. 241. 
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This recommendation ignores the anticompetitive potential of mul- 
tiple licenses and finds no support in the decided cases. 

The price restriction in the General Electric case '”, and the use 
restriction in the General Talking Pictures case were sustained as 
rewards to the patentees. But in Ethyl Gasoline Corp. v. United 
States '* and Interstate Circuit, Inc. v. United States,™ restrictions for 
the protection of licensees were held illegal. In an analogous copy- 
right case, United States v. Paramount Pictures, Inc.,"* restrictions 
that “deter competition between rivals in the exploitation of their 
licenses” were disapproved. This objective view of the anticom- 

titive impact of multiple licensing dates back to the case of Dr. 

tiles Medical Co. v. John D. Park & Sons Co.," decided in 1911, in 
which the Supreme Court said: 

If there be an advantage to the manufacturer in the maintenance of fixed retail 
prices, the question remains whether it is one which he is entitled to secure by 
agreements restricting the freedom of trade on the part of dealers who own what 
they sell. As to this, the complainant can fare no better with its plan of identical 
contracts than could the dealers themselves if they formed a combination and 
endeavored to establish the same restrictions, and thus to achieve the same result, 
by agreement with each other.!* 

The Attorney General’s Committee itself cites the Dr. Miles case 
in support of its recommendation for the repeal of the fair-trade amend- 
ments to the antitrust laws.’ To the extent that price fixing in 
multiple licenses is pe on the reasoning of the Dr. Miles case, 
nothing in the General Electric case legitimates it." The appropriate 
test of legality is that laid down in the Paramount Pictures case, 
namely, whether the restrictions “deter competition” between the 
licensees. 

Other restrictions in multiple licenses which are not per se illegal 
can be evaluated only in context. Multiple licenses reserving a terri- 
tory or use exclusively to the patentee may be lawful under the 
General Electric and Cabana Talking Pictures cases, while a series of 
licenses allocating mutually exclusive territories or uses among li- 
censees would seem to fall under the condemnation of the Ethyl, 
Interstate Circuit and Paramount cases. 


V. CoMBINATIONS OF PATENTEES 


When the patents of several patentees are combined and licenses 
are granted, the right to impose restrictions is even more limited than 
the rights of a patentee acting alone. This is a corollary of the fact 
that the antitrust aire pene it combinations to restrain trade. In 
United States v. Line Material Co.™ the Supreme Court split 4 to 4 
on overruling the General Electric case, but voted 5 to 3 that a 
combination of 2 patentees could not lawfully fix prices under the 
combined patents of both, even though the patents of both were 
necessary for production of the commercial product. Indeed, the 
Court held that price fixing by the combination was illegal per se. 


123 272 U. S. 476 (1926). 


Attorney General’s National Committee To — the Antitrust Laws, p. 150, 
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The current approach to this problem was well stated in a case 
decided in 1909," where the Court said: 

Combinations between owners of independent patents, whereby * * * com- 
petition is eliminated, are within the Sherman Act, for the reason that the restraint 
of trade or monopoly arises from combination, and not from the exercise of rights 
granted by letters patent. 

Under the Sherman Act an individual may refuse to sell to others for 
any reason or no reason, but may not agree with others to do so. 
Similarly, a patentee may individually impose restrictions on his 
licensees, but may not join with others to do so. 

Patent interchanges may be desirable for eliminating conflicts and 
deadlocks.“* They are unobjectionable insofar as they enable 
broader utilization of patents but the restrictions and limitations they 
often impose upon members of the interchange or pool and upon 
others render them susceptible of abuse. Whenever patent rights are 
cross-licensed, exchanged, or pooled the arrangement should be 
scrutinized for features which have been judicially condemned. 

First, in any patent pool or interchange the rights should be equally 
and freely available to all. This is particularly true of any company 
or group of companies which holds a substantial or dominant position 
in the market. The refusal of either of two parties to license others, 
when licenses are exchanged between themselves is always dangerous. 
It is illegal to deny a competitor access to markets through the collec- 
tive action of a combination.™ It should be equally illegal to deny 
competitors the legal prerequisites of such access by virtue of a 
combination of patentees. <A pool of patents enables each member 
of the pool to use the combined patent power of all the members 
against their respective competitors.’ 

In a pool, or “interchange” as that term is used by the Attorney 
General’s National Committee To Study the Antitrust Laws,” the 
parties must freely compete against each other, but the interchange of 
patent licenses may still be questioned if any ‘restrictions other than 
the imposition of royalties are imposed under the pooled patents. 
The Oil Cracking case ™ held that even an open-end patent pool, 
involving no restrictions other than a division of royalties could violate 
the law if the members of the pool dominated the industry because, 
when domination exists, the power to fix royaltiés is tantamount to 
the power to fix prices. And where domination exists, pooling or 
combining of competing process patents with restrictions upon manu- 
facture and supply of an unpatented product would also violate the 
Sherman Act even though the pooled patents were overlapping and 
conflicting and patent conflicts and litigation were pending or 
threatened. 

The recent case of United States v. Krasnov (143 F. Supp. 184 
(D. C. E. D. Pa., July 30, 1956)), illustrates and condemns a host of 
abuses by a combination of patentees. Defendants were two manu- 
facturers of furniture slip covers under competing patents who dom- 
inated the industry and the patentee-assignor of a doubtful patent to 

im Blount Mig. Co. v. Yale & Towne My. Co. 166 Fed. 555, 562 (D. Mass. 1900). 

1383 See Standard Oil Co. v. United States, 283 U. S. 163 (i931). 

14 Associated Press v. United States, 326 U. 8. 1 (1 946). 

185 United States v. National Lead Co., 63 F. ‘gup . 513, affirmed 332 U. S. 319 con’ see Wood, Patent 
Combinations and Antitrust Laws, 17 George Was ington Law Review 59, 76 (1948 

1% Lynch v. Magnavor Co., 94 F. 2d 883 (9th Cir. 1938); United States v. General Electric Co, (Incandescent 
Lampe), 82 F. Supp. 758 (D: N. J. 1949); United States v. National Lead Co., 63 F. Supp. 513, aff'd 332 U. 8. 


187 Report of the Attorney General’s National Committee To Study the Antitrust Laws, p. 242. 
188 Standard Oil Co. v. United States, note 133 supra. 
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one of them. With the consent of the assignor the manufacturing 
defendants cross-licensed each other in such a manner that, as the 
' court found, sublicensing could not be accomplished except by con- 
currence of all three. Pursuant to agreement for joint determination 
whether or not to sue for infri ent, the parties pursued and secured 
a monopoly position. Actually instituting and sharing the costs of 
10 such “strike’’ suits against retailers and 4 against manufacturers, 
defendants successfully harassed their competitors, but allowed no such 
suit to go to a determination on the merits. They also engaged in 
mutual policing of the retail prices at which their respective customers 
sold.. Finding the entire course of conduct violative of the patent laws 
and the antitrust laws, Judge Clary granted the Government’s motion 
for summary judgment. 


VI. Consequences oF ANTITRUST VIOLATIONS IN PatTEent Caszs 


The theory of patent misuse has had a long history. In Motion 
Picture Patents Co. v. Universal Film Mfg. Co.,'* decided in 1917, the 
owner of a patent on motion-picture apparatus attempted to control 
the sale ok leasing of motion-picture film and the Supreme Court 
denied relief to the patentee on broad public policy grounds. The 
same approach was taken in Carbice Corp. v. American Patents Devel- 
opment Corp.” and Leitch Mfg. Co. v. Barber Co.™ but, while the doc- 
trine was well established it was not clearly stated until Morton Salt 
Co. v. G. S. Suppiger Co.” where the ‘‘misuse’’ or “unclean hands’ 
doctrine was made explicit. The crucial point in the misuse cases 
seems to be the plaintiff’s effort to reap his profit from something out- 
side the patent. Under the doctrine, a patent which has been used 
beyond its valid scope is unenforceable until the consequences of 
the misuse are dissipated. 

The misuse doctrine has been extended so that a patent misuse is 
a per se violation of the antitrust laws,’ presumably because of the 
monopoly characteristics of a patent and the cost and uncertainty 
of patent litigation. It follows that misuse and resultant antitrust 
violation may hinge upon patent validity.’ 

In private patent-antitrust litigation the conventional remedy for 
antitrust violations is injunction and treble damages.'” In a prosecu- 
tion, the Department of Justice will almost certainly insist upon 
compulsory licensing of some sort. Addressing the section on anti- 
trust law of the American Bar Association, the Chief of the Judg- 
ments and Judgment Enforcement Section of the Antitrust Division, 
stated: 

The ordinary type of relief in cases of patent misuse is in most instances the 
imposition of a duty upon the patentee to license his patents in the field of the 


antitrust violation. In the majority of cases the patentee is allowed to charge 
and receive reasonable royalty.'* 


189 Note 21, supra. 

140 283 U. S. 27 (1931). 

141 302 U. S. 458 (1939). 

142 314 U. S. 488 (1942). 

43 Note 44, supra. 

“4 B. B. Chemical Co, v. Ellis, note 44, supra; and see Syleania Industrial Corp. v. Visking Corp., note 44, 
supra, as to enforcement after consequences are dissipated. 

145 International Salt Co. v. United States, 332 U. 8. 392 (1947). 

146 See, e. g., MacGregor v. Westinghouse Electric & Mfg. Co., 329 U.S. 402 (1947). 

147 See, e. g., Mercoid Corp. v. Minneapolis-Honeywell Regulator Co., 320 U. 8. 680 (1944). 

148 Transactions of the Antitrust Section of the American Bar Association, April 1-2, 1954; p. 115. 
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He a said that compulsory licensing may extend to future patents 
as well.’* 

Ever since Hartford-Empire Co. v. United States (323 U. S. 386 
(1945)), and United States v. National Lead Co. (332 U. S. 319 (1947)), 
the legality of a compulsory licensing requirement has been recognized 
as settled, but this remedial device appears to engender more resent- 
ment than almost any other feature of antitrust law. Thus, the 
majority of the Attorney General’s National Committee To Study 
the Antitrust Laws, believing that compulsory royalty-free licensing 
and dedication * “differ in kind from divestiture,” '*' condemns these 
remedies as “penal, rather than remedial in character, and hence 
beyond the Sherman Act’s authority to ‘prevent and restrain’ viola- 
tions.” ** There is, however, no analysis of the essential difference 
between patents and other forms of property. Such an analysis 
would indicate why the remedies of compulsory royalty-free licensin 
and dedication may often be more appropriate in the patent fiel 
than that of divestiture. Patents differ from other property in that 
they are the mere right to exclude from manufacture, use, and sale. 
If an antitrust violator were divested, i. e., his patent sold to another, 
the purchaser could exclude the violator from the market, thus 
eliminating him as a competitor. But elimination of competition is 
contrary to the policies of the antitrust laws. On the other hand, 
compulsory royalty-free licensing or dedication merely deprive the 
violator of the power to earn monopoly profits, leaving him free to 
exploit the invention in competition with others. Because of the 
peculiar character of patents as property, divestiture thus has an 
effect quite different than when other forms of property are involved, 
and what would be confiscation or destruction in the case of tangible 
property may be the only remedy which is effective “to pry open to 
competition a market that has been closed by defendants’ illegal 
restraints.” '* 

In any event, dedication of patents is a remedy that has been 
granted most sparingly. In an unpublished address given on April 
19, 1956, the former Chief of the Special Litigation Section of the 
Antitrust Division said: 

The first judgment of modern times which required compulsory licensing or 
dedication was entered in August 1941. From that date to the present there 
have been a total of 94 such judgments involving a total of 285. defendants. 
This includes both consent and litigated judgments; 76 of the 94 judgments or 
approximately 80 percent of the total, provided for licensing on a reasonable 
royalty basis and in 30 judgments there was a requirement for royalty-free 
licensing. The overlap is accounted for by the fact that some judgments provide 
for both reasonable royalty licensing of some patents and royalty-free licensing of 
others, In only 13 judgments or approximately 13 percent of all patent judg- 


ments is there any requirement for dedication of the patent. Only a relatively 
small number of patents have ever been dedicated. 


Ordinarily a patent owner has the right to grant or refuse licenses 
at will and the principal effect of a compulsory licensing decree is to 
put the option in the hands of the prospective licensee. If, however, 
the licensee unequivocally refuses to accept a license the patent owner 
is no longer under an obligation to grant one. A prospective licensee 


19 Td. at p. 116. 
The distinction between these remedies is that compulsory royalty-free licensing leaves title in the 
one = that he would theoretically be entitled to resume charging royalties upon reestablishment of 
competition. 
= ie — Attorney General’s National Committee To Study the Antitrust Laws, p. 257. 
. at p. i 
183 International Salt Co., Inc. v. United States, 332 U. 8. 392, 401 (1947). 
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cannot force a patent owner to bring an infringement suit and then, if 
the patent is held valid and infringed, demand a license."* Vehicular 
Parking, Ltd., was subject to a reasonable royalty-compulsory 
license provision in an antitrust decree and a prospective licensee after 
negotiation, intervened in the Government’s antitrust action under 
the reserved jurisdiction clause and asked the court to order grant of 
a license and to establish a royalty rate. The intervenor also sought 
to attack the validity of the patents involved. The court required 
the intervenor to elect between the attack on validity and the accept- 
ance of a license. Only after the intervenor’s election to accept a 
license did the court refer the case to a master to establish a royalty 
rate. 
VII. Conc.iusions 


Analysis of the leading judicial decisions in the patent-antitrust 
area discloses no discernible threat to the integrity of the American 
— system and no basic incompatibility or irreconcilable conflict 

etween the patent laws and the antitrust laws. The patent owner 
whose practices are consistent with the scope of his patent grant runs 
no risk of antitrust involvement. It is the patent owner who attempts 
to exploit his patent beyond its intended scope who loses his patent 
protection. With few exceptions the so-called patent-antitrust 
cases mark attempts to use a patent for purposes for which it was not 
intended. Such attempts necessarily sabiant the patent owner to the 


risk of having his patent tested and declared invalid or infringed with 
impunity, and to the penalties of the antitrust laws, for the courts 
have been alert to recognize and condemn the use of patents in 


monopolization and in combinations to restrain trade. 

The present statutory scheme and judicial climate afford ample 
means i preserving the rights of patent owners in the legitimate 
exploitation of their property, while at the same time correcting 
patent abuse and safeguarding competitive opportunity. 


184 Rudenberg v. Clark, 81 F. Supp. 42 (D. Mass. 1948). 
18 Magee-Hale Park-O-Meter Co. v. Vehicutar Parking, Ltd., 180 F . 24 897, 900 (3d Cir. 1950). 
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